The paper offers a chronology of financial crises in Norway from her independence in 1814 till present times. Firstly, business cycles, covering almost two hundred years of economic history are mapped. These reveal years of crises in the real economy. These seem to coincide with most of the major financial crises. Secondly, the paper the financial crises are described chronologically. Thirdly, the paper investigates key patterns in credit and money volumes. It concludes that major financial crises typically took place after substantial money and credit expansion causing financial instability, loss of long term equilibriums, overheating and bubbles followed by severe meltdowns in the economy.
Introduction
During the summer 2007 the world economy faced severe financial difficulties, mirrored in turn of peaked business cycles, falling real estate markets, and lack of confidence in the credit sector, which seemed to have over expanded due to high gearing of the economy. Thereafter, the world economy went into a global recession accompanied by real estate market and stock market crashes. The speed of the global meltdown during the summer and the autumn of 2008, was higher than during the Great Depression in the early 1930s.
1 Some of the most important banks in the US and Europe failed and the markets panicked. Inter-bank markets collapsed and even solid banks ran out of liquidity.
The crisis also hit the Norway. However, given the smallness and openness of until late summer 1920. There were also significant stock market crashes along with the Asia-crisis in 1998 and the dot.com-crisis after the turn of the twentieth century, without having any crises in the real Norwegian economy.
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Task of paper
International academic experts on financial crises, like Hyman Minsky, Charles P.
Kindleberger and Robert Z. Aliber argue that the way to financial crises most commonly go through financial instability in different phases. 4 In the first place markets loose their long-term equilibrium through significant shocks making the economy run faster. Positive expectations make the demand for credits increase.
Financial stability is lost and credit bubbles arise. In consequence, the economy will be over heated and asset bubbles are created. When the markets turn it is likely to experience credit crunch, asset crashes and recessions.
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In this paper we seek to find general development trends before and during financial crises in Norway, from her independence from Denmark in may 1814 until present days. Hence, we will look at key aggregates in the money and credit markets and at price developments for assets and for the economy in general. A central question is to what extent considerable financial crises, lasting for some time, have had on the Norwegian real economy.
In the present paper we first define the concept of financial crises as we see them here. Next we will give a brief overview of business cycles in Norway from she gained her independence from Danish rule in 1814 till present. This is basically done by drawing on gross domestic product data constructed as part of a project on Historical Monetary Statistics monitored by the Norwegian central bank. By doing this we find the pattern of the real economy during financial crises. Thereafter, the nine major financial crises in Norway from 1814 till present are described and discussed. Finally, the paper deals with the two key financial aggregates money stock and bank loans in order to find their relevance as explanatory variables in conjunction with Minsky's and Kindleberger's theories of financial crises.
Definitions
A first step on the road to the mapping and understanding of financial crises is to define the concept. The term financial crisis broadly applies to a variety of situations, when financial institutions or assets rapidly lose significant parts of their value. A 4 Minsky, Hyman, "The financial instability hypothesis: Capitalistic process and the behaviour of the economy", Kindleberger, Charles P. and J. Drawing on established definitions we here define a financial crises as significant falls in financial market. The fall has to be substantially worse than a normal correction. It makes markets shrink through negative psychology and low expectations, making the credit market work irrational by not providing necessary credit in order to make the economy work efficiently.
Mapping of business cycles
Financial turmoil do not necessary have to go together with downturns in the real economy. This can be illustrated with the state of the Norwegian economy in [1919] [1920] . During these years Norway experienced both the highest growth rates and the worst stock market crash ever recorded. It is therefore of interest to map the historical relationship of financial crises and business cycles.
In order to map historical business cycles we need output figures. In 2004 an annual time series of gross domestic product was published by the central bank. The series stretches back to 1830, and provides information on both the production and the expenditure side of the economy. These are constructed on the basis of a wide range 6 Goldsmith, Raymond W. 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 Source, Grytten, Ola H., "The gross domestic product for Norway 1830-2003", 277-280 and Statistics Norway. Chart 1 reports GDP per capita volumes for Norway 1830-2008. As we can see from the graph this was basically a period of economic growth. However, the curve also reveals some turbulence, in particular during and around the two world wars.
By looking at the first order differentials, i.e. annual relative changes in per capita GDP, we get a better glimpse of good and bad years in the economy, as shown in chart 2. In order to look at more than annual cycles, we have also calculated fiveyear symmetric smoothed averages. (1)
The cyclical component will here be a measure of the strength of the business cycle.
The relative strength of the business cycle can, thus, be found by dividing the observed values by the trend component as stated in equation (2):
(2) c t = log y t − log t t According to this equation the stationary trend will be equal to zero and the cyclical component will fluctuate around this value. The objective function of the filtered series will have the form stated in (3):
Here m is the number of samples and λ is the smoothing parameter, specifying the smoothness of the trend. The normal λ-value for annual data is set to 100, 1,600 for quarterly data and 14,400 for monthly data. It is argued in analyses of Norwegian business cycles that a valid λ for quarterly GDP-figures is around 40,000. That is 25 times higher than the standard λ=100. In our analysis we lack quarterly data previous to the 1970s. Thus, annual figures are used here. Hence, we apply both the standard λ=100 and λ=2,500 in our analysis. The latter gives a smoother trend and clearer cycles. Also, it makes potential end-point errors smaller. The business cycles, calculated as relative deviations from the HP-filtered trends are reported in chart 3. 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 C100 C2500 Source, Grytten, Ola H., "The gross domestic product for Norway 1830-2003", 277-280 and Statistics Norway. On the basis of these graphs and we can point out nine major crises in the real economy in peacetime. All these coincide with major financial crises. This analysis confirms the views made by Kindleberger and Goldsmith, i. II. Hence, the negative cycle is underestimated. However, the fall in GDP from top to bottom was more than 2.1 times higher than the standard deviation for the period.
Account of financial crises in Norway
In this section of the paper we will give a short overview of the most devastating financial crises in the Norwegian economy from the dependence from Denmark in
May 1814 until present days. Arguably, there have been more than nine such crises.
However, it is a matter of debate when problematic markets should be referred to as crises. According to our definition the problems have to be significantly worse than during normal market corrections. We have chosen the crises, which historically seem to have had the largest negative impact on the business community, such as they are described by writers on Norwegian financial and economic history.
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The Post-Napoleonic Crisis
In May 1814 Norwegian gained independence after more than 400 years under Danish rule. It started in tragic ways. In the first place, the country was forced into a personnel union under the Swedish king until 1905. Secondly, monetary chaos and huge deficits brought the new state into a deep financial crisis, which was not solved properly before 1842. 12 During this period the economy saw booms and busts.
International panics occurred in 1819 and 1837. As for Norway, lack of financial stability, currency difficulties and insufficient credits existed for most of the period.
The Danish king decided to stick to neutrality during the Napoleonic wars.
This was an art of balancing as both the French and the British and their allied 14 After independence from Denmark, Norway had to set up her own institutions, including her own monetary system. The central bank was set up by law from 1816. It gained issuing monopoly from the start. Norway adopted a silver standard with the speciedaler as key currency. However, due to high inflation, monetary chaos and lack of confidence in the new state, it took 26 years before the daler gained redemption to par silver value in April 1843. In order to pa back international depths of depths and establish necessary capital both for the state and the central bank, Norway had to take up loan with high risk premium abroad. The domestic financial system was dependent on the central bank, which also acted as the only inland commercial bank until 1848.
The bank was forced to run a careful monetary policy in order to reach par value of the daler. Thus, domestic credit was scarce and international credit expensive. As result, the Norwegian economy went into stagnation, which lasted until the end of the 1830s.
The 1848 Crisis
The next significant financial crisis took place around the European revolutionary year 1848. From the mid 1840s towards the end of the decade continental Europe experienced a huge increase in prices on crops and potatoes. This was due to both supply side and demand side shocks in the economy. In the first place, several years of bad harvest made prices step up significantly. Secondly, the Corn Laws, protecting domestic producers, were abandoned in the UK, and thus a substantial increase in demand for crops in international markets took place. The problems ended after the government got a loan of 0.6 million speciedaler in London and thereafter a 1.5 million speciedaler long-term loan at Hambo's in
Denmark. The ministry of finance distributed the credit through governmental commissions. 19 1849 was the last crucial year of crisis. However, the shock waves influenced had their impact on the Norwegian economy for another couple of years.
The Crimean Crisis
Another severe financial crisis hit the world economy after the Crimean War October 20 Klovland, Jan T., "New evidence on the causes of the fluctuations in ocean freight rates in the 1850s", Explorations in Economic History, vol 46, 2009, 266-284 . 21 Calomiris, Charles W. and Larry Schweikart, "The panic of 1857: Origins, transmission, and containment". Journal of Economic History, vol 51, No. 4, 1991, 807-834. rates. Substantial parts of this speculation were financed by short-term credits.
After the war, pries fell considerably. Speculators ran into heavy losses. Ship owners and importers with large stocks of rye and wheat from the Black sea became losers, as they had traded at very high market prices, which fell dramatically. In
Bergen alone 88 traders and investors went bankrupt between 1856 and 1859. 
The long depression
The long depression reflects a series of downturns in output along with a deflationary tendency in the world economy from the mid 1870s until the early 1890s. 
The Kristiania Crisis
The next considerable financial crisis took place from the fall of 1899 and lasted until 1905. It was a combination of a credit and private estate crisis with effects on the real economy. The money, credit and private estate markets lost their financial stability during a strong expansion period in the 1890s. Financial bubbles were created and crashed rapidly during the last part of 1899 and in the next years to come.
An initial reason for the creation of bubbles ending in severe financial crashes was an important change in monetary policy in 1893. When the gold standard was introduced in January 1874 parliament had decided to maintain the cvotient-system from the silver standard prior to 1874. According to this system there had to be a minimum relation between metal reserves controlled by the central bank and the volume of issued notes. This cvotient was set to 2:5. 32 The system was pro-cyclic, as the central bank had ran deflationary monetary policy in times of low metal coverage.
This pro-cyclic system in fact made the long depression deeper than necessary.
The rule was abandoned in 1893, and the difference system was introduced.
According to this system parliament could decide excess note issuing, independent of metal coverage. This made way for an expansionary monetary policy with low interest rates and money and credit expansion. At the same time agriculture saw rapid growth in productivity, and labor was transferred to fast growing manufacturing industry in urban areas. 33 the problems were transmitted to Europe, which saw currency crises in 1930 -1931. 43 When the crisis of the 1920s was harder in Norway than in most other countries, the depression of the 1930s was milder. This also applies for the United Kingdom and the Nordic countries, except for Sweden. 44 The relative success is best explained by the early abandonment of gold in these countries in September and October 1931.
Hence, they were able to monitor a less tight and more inflationary monetary policy than many other countries. This gave fuel to a less devastating recession, a milder 42 Maddison, Angus, The World Economy: Historical statistics, OECD, Paris 2006. 43 Kindleberger, Charles P., The World in Depression: 1929 Depression: -1939 , University of California Press, LA 1986, 288-306. 44 Grytten, Ola H., "Why was the great depression not so great in the Nordic countries?", Journal of European Economic History, vol. 37, No. 2, 1988. deflation and a earlier and more rapid recovery. This can be explained by the early abandonment of gold, active central bank policy and careful banks. 46 The depression in Norway reached its turning point in December 1932, a few months later than in the UK. 47 The recovery was rapid. However, unemployment stayed persistently high until 1941, despite considerable growth in employment.
The banking crisis 1987-1993
After World War II, credit markets were significantly more regulated than previously, both domestically and internationally. An important goal for Norwegian politicians was to maintain low interests in order to motivate investments. Thus, the government set the central bank rate, and they did so under the market rent. In consequence, they created an incentive to invest and not to save money. In order to stabilize the financial market they were, thus, forced to set up credit restrictions.
During the international neo-liberalistic wave, as an answer to the shortcomings of the regulated economy, from the late 1970s, Norway deregulated its credit market.
However, still the parliamentary majority cling to politically decided central bank rents, under the market rent. Real interest rates after tax were negative. This in term created a greater credit boom in Norway than in most other countries during the boom of the 1980s. 48 At the same time oil prices were at record peak levels and the inflow of capital to Norway was considerable. 49 The money stock (M2) The state had to intervene in the credit market. Two of the three largest commercial banks were taken over by the state in 1991 and the latter of the three in 1993.
The present financial crisis
The present crisis is the worst global financial meltdown in peacetime since the 1930s, with stock market crashes, real estate market crashes, credit crisis and a strongly negative business cycle. However, the impact on the Norwegian economy has so far been limited, except for the stock market.
The combination of credit market innovations and inflation targeting with low inflation, led to financial instability through low interest rates and a rapid increase in The housing bubble in the US was to a large degree financed by investment banks buying loan portfolios from ordinary banks. These were funded by loans to American investment banks in the international money markets. 1920 1927 1934 1940 1947 1954 1960 1967 1974 1980 1987 1994 2000 2007 Source, URL: http://www.nbim.no/templates/article____42941.aspx
In chart 6 we have plotted monthly changes in the main index at Oslo Stock Exchange. As one can see the downturn during the first stock market crash from late 1918 until the early 1920s was a kind of a long slide downwards, when both the crashes in 1987 and 2008 were rapid collapses.
In order to make the trends clearer we have HP-filtered the monthly data with the standard λ-value of 14,400. This picture is drawn in chart 7. By using this smoothing parameter we clearly trace the boom of stock prices during the credit and money expansion from 1914 onwards, and thereafter the largest stock market crash ever recorded in Norway from August 1918 until February 1922 crashes historically tend to occur after liberalization in the credit markets, leading to financial instability and over expansion. The one exception for Norway seems to be 
Conclusions
The present seeks to throw light on key issues related to historical financial crisis in the small open economy of Norway. Experts on financial crises, like Hyman Minsky and Charles P. Kindleberger, both argue that major financial crises often have devastating effects on the real economy. They also stress that monetary expansion through credit liberalization and increased loaning activity cause financial booms and busts.
In this paper we try too analyze if these findings also apply to Norway. In order to do so we look at the chronology of business cycles and financial crises in
Norway from she gained her independence from Danish rule in 1814 till present days.
In the first place, we find that there were nine significant meltdowns in the peacetime real economy, which could be defined as economic crises. These coincide with the major peacetime financial crises in Norway. In conclusion, the real economy has contracted significantly during historical financial crises in Norway. Thereafter, we
give a brief description and discussion of each of the nine financial downturns.
Finally, we investigate if there typically was monetary expansion mirrored in significant increase of bank loans and money stock prior to financial meltdowns in Norway.
We conclude that output contracted during substantial financial crises and that domestically or international credit and money expansion fueled booms prior to all major financial crises in Norway from the early nineteenth century until present.
